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SAUDI ARABIA: KEY ECONOMIC INDICATORS 


All values in billions of current U.S. dollars unless otherwise indicated. 

Exchange Rate: 

1979 US $1.00=SR 3.36 FY FY % FY % 

1980 US $1.00-SR 3.32 1978/79 1979/80 Change 1980/81 Cnange 
(Estimate) Projections 


INCOME AND PRODUCTION 

Gross Domestic Product 74. 
Per Capita GDP 1/ 9512 
Non-0il GDP Bae 
Non-O0il GDP (at 69/70 Prices) 6. 
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GOVERNMENT BUDGET 
Budgeted Revenue 
Budgeted Expenditure 
Actual Revenue 

Of which Oil Revenue 
Actual Expenditure 
Surplus or Deficit 
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Income Velocity of Money (M3) 1. 
Inflation (% increase in 9. 
non-oil GDP deflator) 
Consumer Prices (1975=100) 145.7 
Total Government (SAMA) 
Foreign Assets 56.2 


148.2 
67.7 
1980 


38.8 
100.0 


BALANCE OF PAYMENTS & TRADE 1979 
Current Account Balance 
Exports D933 
U.S. Share (%) 13.4 
Imports 25 
U.S. Share (%) 19.5 


CRUDE OIL PRODUCTION ; 
Million barrels per day 925 9.7 z ; 10 4 : 


Total imports from the U.S. in 1980 est. $5.5 billion (FOB), 
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Principal imports from the US: machinery and transport equipment, power generating 
equipment, aircraft and avionics, foodstuffs, heating and cooling equipment. 


i/ Uses IMF population data 

Saudi Fiscal Year: 1978/79 June 6, 1978 - May 26, 1979 
1979/80 May 27, 1979 - May 14, 1980 
1980/81 May 15, 1980 - May 3, 1981 


Sources: Saudi Arabian Monetary Agency, Ministry of Finance Central Department of 
Statistics, International Monetary Fund, Embassy estimates. 





SAUDI ARABIA 
SUMMARY 


In 1980 Saudi Arabia's Gross Domestic Product continued to grow 
dramatically, reflecting higher oil prices and a relatively high 
production level that averaged over 9.5 million barrels per day. 
As in the past, petroleum related activity accounted for over one 
half of GDP. The increased oi? revenues resulted in significant 
current account and balance of payment surpluses, continuing trends 
that appeared folowing the price and production increases of 1979. 


The current account surplus and confidence that the government can 
keep inflation under control contributed to a 27 percent increase 
in FY 1980/81 budget allocations, spending that will encourage the 
continued expansion of the private sector and sustain the expected 
30 percent growth in imports during 1980. 


Government spending and announcement of the Third Five-Year 
Development Plan reflected increased emphasis on developing an 
industrial economy and less attention to basic infrastructure 
development. Work on the petroleum-based industrial cities of 
Jubail and Yanbu and the facilities and pipelines needed to support 
them continued apace, as did other major projects designed to 
expand and improve Saudi Arabia's communications network and 
increase the availability of housing, electricity, water and health 
care. 


Despite the fact that America's trade policies are increasingly 
viewed as obstables to trade, public and private sector spending 
for technology, goods and services has offered and will continue to 
offer major business opportunities for firms able to provide 
quality products and services at the increasingly competitive 
prices demanded by sophisticated Saudi buyers. 


CURRENT ECONOMIC SITUATION AND TRENDS 


OIL SECTOR DEVELOPMENTS 


Saudi Arabia maintained its level of oil production at 9.5 million 
barrels per day (mbd) during the first nine months of 1980, then, 
following the outbreak of fighting between Iraq and Iran, increased 
production to over 10 mbd. This higher production level, combined 
with the price hikes of 1979 and August of 1980, will supplement an 
already significant current account surplus of approximately $38 
billion. 


Saudi Arabia's desire to expand and diversify its economic base as 
well as maximize the value added to hydrocarbon exports is 
manifested in the construction of Jubail on the Gulf and Yanbu on 
the Red Sea. Both sites, the infrastructures for which are nearing 
completion, focus on highly automated petrochemical plants. Upon 





completion, these plants will utilize approximately 40 percent of 
the 4 billion cubic feet per day of petroleum associated gases now 
either flared or reinjected. The massive natural gas gathering and 
transmission project now coming on stream is designed to gather and 
treat 3.5 billion cubic feet per day, ultimately increasina Saudi 
Arabia's natural gas liquids (NGL) export capacity to 20 million 
tons per annum from the current 4 million tons per annum. In the 
past six months, joint venture agreements have been signed between 
the Saudi Arabian Basic Industries Corporation (SABIC) and Pecten 
Arabia Ltd. (U.S. Shell) for a $4 billion petrochemical complex at 
Jubail, Exxon Arabia for a $1 billion polyethylene plant at Jubail, 
and Mobil Yanbu Petrochemical Company for a $2 billion polyethylene 
plant at Yanbu, moving Jubail and Yanbu beyond the infrastructure 
stage. The projects are scheduled for completion in 1984-85. Oil 
entitlement agreements are the sweetener that will insure’ the 
signing of others. These major projects and associated support 
industries will provide business opportunities for local and joint 
venture firms supplying machine tools, valves, pumps and 
compressors, as well as the operations and maintenance skills 
needed to keep the highly sophisticated projects in operation. 


The Iraq-Iran conflict has added new impetus to plans’ for 
developing communications links and pipelines between the oilfields 
of the Eastern Province and ports on the Red Sea coast. Basic 
construction was completed in 1980 of a 1.85 mbd crude oil pipeline 
and a natural gas liquids pipeline, both over 1100 kms long. When 
testing is completed in early 1981, the pipelines will provide 
feedstock to the refineries and petrochemical plants at Yanbu, 
Rabigh and Jidda. While the current Gulf conflict points up the 
wisdom of the late King Faisal in advocating the transpeninsular 
pipelines, planners are beginning to discuss looping of the new 
lines or construction of additional larger lines. 


The long awaited announcement of total Saudi takeover of ARAMCO's 
producing assets passed without noticeable change in operating 
procedures. Although Petromin continued to play an increasingly 
important role through direct marketing of petroleum, accounting 
for approximately 2 mbd, up from 1.4 mbd only six months ago, it 
now appears Saudi efforts to alleviate shortages caused by the 
Iraq-Iran war will rely on increased liftings for the ARAMCO 
participants earmarked for sale to impacted countries. 


NON-OIL SECTOR DEVELOPMENTS 


In the past year Saudi Arabia has weathered the storms resulting 
from the attack on the Grand Mosque in Mecca, war in the Gulf and 
discord within OPEC. None of these events posed a fundamental 
challenge to the royal family or the economic stability of the 
Kingdom. Pausing only momentarily to digest the import of events 
around it, the Saudi economy continued its rapid growth. At the 
same time it continued to become more sophisticated, shedding the 
"boom town" image of 1975-78. Competition has grown more intense 





in the domestic market and among foreign firms bidding on 
government contracts. The government has increased its ability to 
evaluate bids and monitor performance. Its efforts to divide major 
projects into smaller components and to encourage Saudi bidders 
have also continued with marked success. With the elimination of 
supply bottlenecks, competition in wholesale and retail trade has 
increased to the point where reduced profit margins have forced 
traders to actively market products and to seek out new product 
lines. Further evidence of the increased sophistication of the 
economy can be found in banking statistics. Check clearings have 
increased dramatically and demand, time and savings deposits have 
grown, as has bank credit to the private sector. In the first half 
of FY 1979/80, the latter rose by 31 percent and bank financing of 
private sector imports increased 33 percent to $3 billion. 


Private investment in real estate has slowed somewhat in the Jidda, 
Riyadh and Dammam areas but remains strong in outlying cities. The 
government's intent to encourage the development of regional 
centers, coincident with the Saudi penchant for owning property in 
their traditional home areas, has sustained real estate and 
building booms in cities such as Taif, Hofuf, Buraydah, Hail, Jizan 
and al-Jawf. Investment of private funds abroad has continued to 
grow, reflecting a lack of investment alternatives at home, higher 
interest rates abroad, as well as regional political instability. 
Similarly, these reasons, coupled with the desire to benefit from 
the steeo rise in prices over the past 18 months, account for 
increased Saudi private sector purchases of precious metals, a 
traditional investment medium in the Middle East. Despite 
government encouragement of joint stock companies, their number is 
small and equity investment an inviting but, so far, limited 
investment vehicle. In spring of 1980, the offering of shares of 
Saudi-American Bank (Citibank) was oversubscribed by a factor of 
four as investors indicated their enthusiasm for share ownership in 
a soundly run, profitable commercial bank. A commitment to offer to 
the public, within two years, 75 percent of the equity of SABIC 
with its assorted joint venture interests in petrochemical, 
refining and industrial projects, along with provisions in the 
Third Five-Year Plan to establish a stock exchange, promise 
eventually to expand the role of joint stock companies and equity 
investment in the Saudi economy. 


Although current estimates indicate Saudi imports will grow by 
approximately 30 percent in dollar terms during 1980, one can 
readily envisage considerable near term variance in that and other 
indicators of economic activity as the Saudi government wrestles 
with conflicting social, economic and political pressures. A 
deep-seated yearning for the often romanticized past is not 
uncommon among both younger well-educated Saudis and their older, 
more traditional brothers. The conservatism of Islam also acts to 
temper the speed and scope of societal change. Should rapid 
economic development come to be perceived as causing’ social 
disorientation, the government that controls it will become subject 





to mounting pressures to slow that development. With the public 
sector accounting for over one half of the GDP, the government can 
feel confident of its ability to maintain:’control. However, with 
private sector activity playing an increasing role in the Saudi 
economy, there is growing potential for conflict between the 
government wishing to cool an overheated economy, and businessmen, 
bankers and landlords intent on prolonging it, both through their 
decisions and through their efforts to influence government 
policy. Higher oil production levels and higher prices mean higher 
revenues. With Saudi Arabia's current account surplus growing at 
over $2 billion per month, many of the questions of the 
mid-seventies regarding the financial and economic consequences of 
mounting OPEC: reserves will be asked again. Specifically, what 
will Saudi Arabia do with its increased oil earnings? 


There is growing uncertainty about the suitability and adequacy of 
international mechanisms to recycle large current account surpluses 
to nations in deficit. However, the economy of Saudi Arabia is 
better able to absorb increased spending, and government agencies 
responsible for budgeting, investment, and development’ are 
functioning more efficiently--with the experience gained during the 
past six years. But the political will to increase expenditure is 
constrained by fear of renewed inflation and the social stress of 
too rapid development. So surpluses will mount and domestic and 
external pressures, already substantial, to reduce oil production 
will intensify as the wisdom of exchanging a non-renewable asset 
for foreign exchange that is in turn invested at negative real 
interest rates, increasingly comes into question. Nonetheless the 
higher revenues will increase pressure to spend or at least weaken 
resistance to spending. 


If Saudi financial managers determine that it is in the country's 
interest to reduce its balance of payments surplus and to utilize a 
greater portion of its excess revenues, several options are 
available to them. Among those least likely to affect the economy 
adversely are increased spending on the more costly projects 
included in the Third Plan through accelerated or more extensive 
development of Jubail and Yanbu, expansion of plans to upgrade 
transportation and communications facilities, and added emphasis on 
water resource development and rural electrification. Larger 
defense expenditures offer a second option. Furthermore, 
operations and maintenance requirements will place additional 
demands on public as wel] as private sector spending. 


In the private sector, growing imports of consumer goods including 
motor vehicles, foodstuffs, household furniture and appliances will 
act to curtail the burgeoning current account surplus. The Saudi 
response to new requests for loans and grants by less developed 
countries, international and regional development banks as well as 
refugee and food relief programs, holds out further potential for 
reducing the balance of payments surplus without adversely 
affecting the local economy. Increased private transfers in the 
form of wage remittances and investments abroad should also reduce 
the surplus. 





PUBLIC FINANCE 


Saudi government spending, the engine of economic growth, was 
tightly controlled after the free-spending years of the 
mid-seventies as a way to control rampant inflation whose origin 
was perceived Jargely as price gouging by foreign firms. fThe four 
years following the runaway inflation of 1975/76 were haunted by 
that outburst. Revenues and expenditures remained in near balance, 
reflecting a psychological barrier to deficit spending despite 
sizeable reserves. From 1975-78, budget allocations were held 
constant in real terms until eventually raised through budget 
Supplements in late 1979. The feeling that inflation had been 
controlled through fiscal constraint, eliminating supply 
bottlenecks, and capping the wage spiral by greater use of 
expatriate labor together with greatly increased oil revenues due 
to the price hikes of 1979, allowed the government the liberty of 
increased spending. The FY 1980/81 Saudi budget authorizes 
expenditures of approximately $73.5 billion, up 27. percent 
(approximately 15 percent in real terms) from Jast year's actual 
expenditures. The largest allocation in the FY 1980/81 budget, 
after defense and security appropriations, is that for transport 
and communications at $9.6 billion, which reflects increased 
spending on rail and highway construction, aircraft purchases and 
telecommunications modernization. The allocation of $3.5 billion 
for infrastructure development and $2.9 billion for internal 
government loans indicate follow-on costs of earlier infrastructure 
projects as well as the costs of infrastructure and petrochemical 
development at Jubail and Yanbu. The sizeable sum, $5.9 billion, 
to be spent on municipal services includes funding for several 
water desalination and sewage projects. The development of human 
resources, one of the themes in the Third Plan, will receive $6.8 
billion, an increase of 24 percent over 1979/80, largely to fund 
construction and operation of universities and vocational training 
centers. 


Despite the budget's commitment to increased spending’ and 
speculation that, as in previous years, supplemental allocations 
may be forthcoming, there is no doubt Saudi Arabia's current 
account surplus will be substantial. Saudi Arabia can again be 
expected to place the lion's share of this surplus in 
dollar-demoninated bank deposits and Treasury notes. 
Diversification of its holdings to include higher proportions of 
yen, German marks, Swiss francs, sterling and French francs will 
continue, but the U.S. dollar remains the only currency capable of 
absorbing the bulk of Saudi investments. 


EMPLOYMENT POLICY 


Saudi Arabia's Third Five-Year Development Plan places considerable 
emphasis on limiting the growth of expatriate labor. The plan 
envisages a shift of skills from the relatively large number of 

unskilled construction workers presently in the country to a 





similar number of technicians and professionals as the increasingly 
complex refineries, petrochemical plants and other industries come 
on stream. Vocational training programs, which have had limited 
success in recruiting trainees to this point, are being counted on 
to provide Saudi technicians, as are on-the-job training programs 
that constitute a key component of all SABIC joint venture 
contracts. To encourage the success of these programs, joint 
venture partners are being offered financial rewards for 
successfully meeting training quotas. 


Adding teeth to its policy of limiting the expatriate presence in 
Saudi Arabia, the government recently promulgated new regulations 
which restrict the classes of expatriate labor allowed to bring 
their dependents. While professional and management personnel are 
allowed to bring their families, technicians and accountants must 
reside in Saudi Arabia for one year before becoming eligible to do 
so. Presumably, both non-professional and non-technical foreign 
workers will be unable to have their families join them. 


Regardless of Saudi determination to limit growth of the non-Saudi 
work force, increased maintenance requirements and a traditional 
Saudi preference for white collar positions present a dilemma that 
at least in the short run, can only be resolved by _ slower 
development or more realistic assessment of expatriate labor 
needs. Pragmatism will no doubt play a major role in resolving 
this dilemma. 
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THIRD FIVE-YEAR PLAN, 1980-85 


The Third Five-Year Plan, building on the achievements of the 
Second Plan, will devote its attention to the development of the 
social infrastructure and the "productive sectors" of the 
economy--industry, agriculture and mining. Projects compatible 
with Second Plan initiatives in the fields of health, education, 
communications and transportation will be supplemented by others 
designed to increase agricultural productivity and _ provide 
continued opportunity to the 35 percent of the Saudi labor force 
employed in agriculture; to expand and diversify the Saudi 
industrial sector through increasing the value added to petroleum 
exports, and to explore and develop the non-petroleum mineral 
resources of the Arabian Shield and Red Sea, the most promising of 
which are gold, copper and phosphate. Extensive studies to provide 
a data bank on the water, mineral and human resources of Saudi 
Arabia will be conducted as part of the Plan, as will feasibility 
studies for reviving the Hejaz Railway and constructing a 
Jidda-Riyadh rail line. Establishing a data base for environmental 
and meteorological studies will also receive attention. 


The expansion of electrical generating capacity to triple that 
existing in 1980, and linking the country's electricity patchwork 
into regional grids, is a major part of the Plan. 
Telecommunications will be upgraded at a cost of $5.4 billion in 





the next five years, with the addition of 480,000 new lines. 
Housing development, particularly in outlying areas, will receive 
continued attention as 730,000 new units are built. Concurrent 
with these improvements water and sewage projects will be 
constructed capable of serving an additional 720,000 households. 


In the area of social welfare, increased emphasis will be placed on 
preventive and primary health care through establishment of 
out-patient clinics. Enrollment in adult literacy and technical 
training programs will be encouraged despite the limited success of 
past programs. Saudi Arabia's comprehensive social insurance 
schemes will be expanded by disseminating information on their 
availability and coverage and establishing regional offices in 
outlying areas to administer the programs. Agricultural, real 
estate, and small industry loan programs wil] likewise be expanded. 


In sum, the Third Plan, announced in May 1980, envisages the 
spending of $236 billion in 1979 prices. Already in the 1980/81 
budget, exclusive of defense allocations, a considerable portion of 
that amount has been allocated, prompting observers to predict that 
expenditures during the life of the Plan will be substantially 
higher than those announced. As in the past, the Plan is likely to 
undergo periodic review and revision. 


IMPLICATIONS FOR THE UNITED STATES 


In 1980, Saudi Arabia's imports from the United States will exceed 
$5 billion, making it the world's seventh largest market for 
American technology and products. With infrastructure development 
and construction activity declining relative to industrial and 
service activities, the emphasis of American marketing must shift 
accordingly. Joint ventures in the petrochemical centers of Jubail 
and Yanbu will certainly provide substantial sales opportunities to 
the engineering and manufacturing firms that design, construct and 
provide the materials for such plants. Satellite industries 
capable of fabricating and maintaining the components of the major 
projects will also prosper. Manufacturers of water desalination 
systems, sewage treatment plants and irrigation systems will also 
find markets in Saudi Arabia. 


The growth of available housing, office and hotel space has 
provided and will continue to provide opportunities for air 
conditioning equipment sales. Increased imports of frozen and 
perishable foods have been made possible by larger and improved 
cold storage facilities which in turn rely on refrigerators and 
refrigeration equipment. Expansion of Saudi Arabia's electricity 
grid, a 25-year program estimated to cost $26 billion at 1979 
prices, promises continued sales of generators, converters, 
transformers and related electrical machinery. 


The phenomenal development of the mid-seventies has opened the door 
to increased operations and maintenance requirements. Harsh 





environmental conditions, heavy use and often marginal initial 
construction impose maintenance needs that are often difficult to 
meet with locally available manpower. Joint venture firms 
combining quality American management with inexpensive foreign 
Manpower stand an excellent chance of success. Other service 
industries exhibiting excellent growth potential include medical 
and dental care, financial services and automated office equipment 
sales, operation and service. New awareness of the environmental 
impact to rapid development has created a need for more data on 
water and air quality and the equipment necessary to collect and 
monitor that data. 


The growing personal incomes of most Saudis have dramatically 
affected tastes and increased demand for consumer goods including 
foodstuffs, motor vehicles, home entertainment equipment § and 
recreational travel. High disposable incomes also offer 
unprecedented opportunities for personal service industries able to 
present their services as wholesome and compatible with cultural 
values. 


While the shifting character of the dynamic Saudi economy has 
created new opportunities for many American firms, the horizon is 
not cloudless. The American share of construction contract awards 
in the Kingdom has dropped to three percent, and increasingly U.S. 
laws and regulations are seen as disincentives to trade. Saudi 


annoyance with American trade policies, attitudes toward Arab 
investment in the U.S. and the perception that America is dragging 
its feet in transferring technology could lead to increased 
reliance on other trading partners. 
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